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Panel unit root test based on generalized nonlinear

instrument variables estimation
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Abstract This paper proposes a unit root test for panel data with cross sectional dependence. The
proposed test generalizes the nonlinear IV unit root test proposed by Chang, and hence can correct the
size distortion of Chang’s test when cross sectional dependence is moderate to high. The main idea is to
eliminate the cross sectional dependence through covariance matrix weighting and then apply Chang’s test
to the weighted data. Under some sufficient conditions, the proposed test statistic has a limiting standard
normal distribution under the null hypothesis and converges to negative infinity under the alternative
hypothesis. The finite sample performance of the proposed test is evaluated through a small scale simulation
study. The simulation results show that the proposed test compares favorably to the tests proposed by

Chang and Pesaran in the presence of cross sectional dependence.
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WA BRI TR E, & B RTE NN R AT LR R R s &z —.

H AT, Z55 BRSO FT BT T IEBR B M Z [ A et Ry s, linke I8t TRAS L
AR U, BT ERS e B ETIR bR RE SR B % Hrf, Chang™ #2HE Sy Z7511¥A7
AR, P HSHR AR AT AR HELE ST TR 2 . (B, Im Ml Pesarsan!! 7E%%Z Chang ()
DB & B, Sn AR AERE A 2 R A S B S A .

HATBFFRLGEREAET Im A1 Pesarsan® {9 &, BIFE Chang W¥E L SGad B2, BREMAZ [AJE5540
K. BAMKI Chang WFEF, H A MALSHIZ AT Hh 7 2R, 4R DR, B MERAHEIE RS
S IEA TR, 7E 1000 YL, YT MBS AR 15, 25 B, AR BSR4 B4 3 0.477 Al
0.274. BLA, Chang A5 ELIE 00 45 SR TEBUE M 2 [0 5540 A5 210y, IF BHEE B MagaE g m, 4
PR 2 AR M AR . X AESE RECTHH 0.18 ZEATHILES %R, Im Al Pesarsan Wl Chang f Sy
5, KB Sy Gt EAIRMFFHEE M. FFLA, M TR A5 IEHE, Sy MR E—hfa il
LS R

N T BRI AR ST 238 AR AR IR O AR fie e, R IR S R AR BR S A AR s A, A K AT
SEIH (SUR) TBRRI AT /N _3f1% (FGLS) FEAELME LRASE (NIV) f5i759%, #2810 T 24k
T EAF B (GNIV) S5 BAARKE . AR SO — o 4h BRI 15 e S LB s B (R e 4 s BB 3R 4R
I X ARZE T RAS R 40 i B AR, it i S HAR PR 73 Ay 88 =343 2T Monte-Carlo {5 E32 5
ZEFR AT A AR AR, HS5IA R RS R T S BE AN AR 4.

2 REIRHRE
2% AT W SRV RR A a7

Yit = QYit—1 + Ugt, t=1,---,N; t=1,---,T (1)
Her o AHBEEHREL BET vy IRINITTH AR(p) W72
P
W (L)ugy = €41, Wiz)=1- pirz" (2)
k=1

Her L A EET, SSTENE p M&EE FITEAHRR, {pipk=1,2,---,p;i=1,2,--- N} 2N
WA R PR R MRS S AR, BIXHER i = 1,--- N, B Ho : o = 1; SR RERIE N XF
Wi, B H oy <1,

ITFHIBE %S Chang W@, FHHAER T F AR SRR 2w ARl g ) =
(Elta T aENt)/:

BE 1 MMEZ |2/ <1, H Wi(z)#0,i=1,---,N.

BE 2 ()N, t=1,2,--, T, FMSLREMAERFS], 3 HAETEDAKNE (Lebesgue measure) 4i%f
B (i) e BATWIME, W7 EEER = (0iy); (i) F7E 1> 48 < W2 E{e)|'} < oo; AREREL
o, XHLE 7> 0, Tim A7 o(A) =0 B

B 1 HRIE (2) 1 AR(p) AR WA, € 2 BE TIRZETMFHE. &S

Yi,p+1 Yip T} pi1 Eip+1
Yi = : v Yi—1= : ,  Xi= : , &=
Yi, T Yi, -1 ng €T
Her zf, = (Ayie-1, - Ayig—p). BEL (1) HFERRA:
Yi = Yi,—104 + Xifi + & (3)

Horfr 8; S e Tl e PR R A

ARBTERN, FERAARI BT, ETHEL (3) 9 OLS fliit, fhiti 6 89 ¢ R (¢ KBS E) 8o
ASEARRIRRA, BIANEARI ¢ 234 [HI, Chang $&HLL yi—1 W TRAR F(y—) 7 TRAREMT,
LI OLS fliit. TRATEAEM RS F e R 3.
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BE 3 Fo) RIEAREIFEMER [7 «F (r)da # 0.
FETRERM 1-3, Chang 53] T ATTHIREBLL. 4 T — o,

T
\/TZ [F(yit—1][F(yj—1)] — 0 (4)
t=1

RGN, TOWREH I A AESE, TRASRIRAITR 6 M1 &; RAnE AR, Hmiersit
N
B Sy =% Z:ltai HIARFR AT R ARHEIE S M, HA to, A TRARMIE 6 1 ¢ KA. Chang 7EIEH]

(4) HaZERmy, TR RN F(yii—1) = yie—re” vl Ht o ARG BAR, 1% T RASREAT LA 2 B
3. (R, FEHNTH LR A BEF, Chang ¥f c; BEN:
¢ =KT7 /%! (5)

Hers? =171 é (Ay;e)?. ST, Im Fl Pesaran %3, MM (5) B B2, 3 (4) BEHRFEAFIAL, B

Yi t—l‘

TERCHAHICHT, &y F1 &y 1Y ¢ HOARRERFRIAFESCH). JERRTE T, MY v T 6_‘51'7’“? =K
B, vi—1 5 F(yi—1) VEA MRSy, BTRATE vig—1 A1 yje—1 AHSREE, Bh F(yi—1) Il F(yje-1)
Ve LRARE, FrAS2I0 du A1 6; 9 ¢ OB TRZWHE AAHOCH). Ui, 7EBIRIAESCHT, S [FBUE-MAR [H] 1
t AR RREE AR, Chang FF NIV flit#) Sy flsit ARG TRHEIE SRR

S Chang 1 NIV fh i AREAR - THBR B Z B AHDE, (HAIREME TEk OLS fhiHHA g, iS4
it HORBRBR AT AR HEIEZS 0 A7, BET, PR T3 ¢ PR, @ R ARuE IS AT Y£R8 B AL AR AL
etk WO Te By, AR ZIEERA R M Z A AR R T

3 I ARRMTATEERR

FT Lo, AR TP AEER R, B 2T SUR B4R, 12 A8 A 1a] 0 B
7 ZREREXT SRAN AR AT DAL B, DI BREUE MR Z [ AR . #ET, X IASUR 25 1 RE AT NIV
k.

E— MIEENIAC 7 220 MEFEA T EEE A

MR (3), LRSI HARAFEFEFRK T, Bl =co =~ =an =1 1 = fo = --- = Oy B, &
TR AR SR AR R 7 20 Y IE S AR k.

DL Y R B MR Z T R 77 2500, T RRmWEE IT' = ¥ BINHAT SRR 2 A= (T
Ip_p), B Ip_p 1 B (T —p—1) x (T —p—1) WENFERE, f75 @ R Kronecker . & X

Y™ = Avec(yy, -, yn)) = vec(yi, -+, yn)

VI = Avec(yr, -1, yn,—1)) = vee(yi 1, Yn,—1) (6)

AYZ = A(vec(Ayr,—k, -+ YN,~k)) = vec(Ayy g, -3 Ayy ), k=1,---,p

e* = A(vec(ey, -+ ,en)) =vec(e], -+ ,en)

X7 =(Ayi 1, Byj ),
MIBLRL (3) "TRAFRR R

i =y a0+ X0+ (7)

BAR, FAR IR TURER T B MAZ IR AR, Hbh oy ZRE M B R, Bl (e7) ~ iid(0, In).

AR TR, MIFTLLEEERT (7) #6147 NIV Ak, 25 I RA, BATTREE X (3) #E47 NIV kit
RIEMITHSRINERE, T 2 T ffsHE.

XF (3) #EAT NIV Afiit, R385 — B b4

—1
B a; F(yi,—1)yi—1 F(yi,—1)'Xi < F(yi_1) ) ®
i = - = Yi

Bi XiYi—1 XX Xi
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HoIE| A7
Eit = Yit — Yit—104 — wit@i 9)
A &N = (v, 8ty Ene), MIBRZERIBIEATH T RN 5 = %i eNeN' EnAME S =TT, BEMEH
{5 1. LD &R T, 58] (6) sPRafbiti o7, o7, F1 X
S8 WIRUSHEIET NIV =15
B F(r 1) = 0f1eS 1Pl Zo = (P2, ), X)) Vi = (97,0, X7). (7) 89 NIV fite, Wik (3)
() GNIV {5

i = Qi | _ ZIV) Yzl 10
4 (Z;Vi)~' Z}y; (10)
Var(iy) = (Z;Vi) " (Z{Z:)(ViZ]) ™! (11)

YA Vo, TRt &y BOTZARTHE, M
V. = B72C; (12)

Horr:
B; = F(g; )97 4 — F(Zﬁ,—l)/X;(X;,X;)%X;l@z—l
Ci = F(i; 1) F(; 1) — F(o; ) X7 (X X)X Py y)
FMNH, & 1Yt R

a; — 1

o, =
N
A 1 25 T HARFR M L.
R 1 R BE 1 - 3 BOL, FERAMRFMRIE T, 24 T — oo, MFAEEM i=1,--- N, & ) t LLRH
PR A1 Ay

(13)

ta; —a N(0,1) (14)

XF i # g, ANFEBE t RAFHCRECh:
cor(ta,,ta;) —p 0 (15)

oAt cor RRMXFREL!

HFhrEMYgE 2 = [T 2—3fbiHE, @ 1 fTLAH Chang MZHREEGH, HN T RREE, &
SCHSR ISR Chang YMESZS HH T RIZERTIERIE AR,

il 1 R 9, RETELS R v WA, SR MR, B GNIV A5 6, i t HR
TEA B DRI AUEHRE AR, I, SEE AR ¢ R UIEEINE, Mg R B ER5 AR
GNIV fufesitat, B

N
~ 1 N
Sy=—m= fa,. (16)
N =1

HETEM 1 %R, TUEES N GNIV Rma it i E R
#ER 1 R 13 WL, TEGRSBALARANE B IRRIX T, 24 T — oo, GNIV fulegiitErytkR
G Ay
S5 —4 N(0,1). (17)
A 1 AL 1 5T LMRA Gy 2 & A5 et B Zrs 1B, BAIIr R Z A st e x i
RORE AR H TR A0 3, 5 AR B E R R SR 275 BB 1T GNIV /5. So M Shinl™ A1
Elliott, Rothenberg il Stock!®) iR #7745 AT LA A b4 71R Bt (B ATAR BiRAst [E] 4 24 Ab FEE.

L Y4 N =20, 3ATKE e1 A eo MAHRREORER 0.8, HERMRK o1 = a2 =1 T, T 1000 KEF AT ETREER, 11505
B &1 1 Lo B REUE R 0.04.
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4 {FRZE

FAEN — TR E S GNIV R4 HI7EBIH o [HIAAHIE , F9AH5C, sRAHSE NI R IRFEA
PRI, K S Chang iy Sy KM Pesaran® ) CIPS Mg dHTHAK.
4.1 —EMHEEEAXIEE FOEIEERLTE

REHIAL (1) HERERFEER {vie ), HoH {ua} BRENMTH AR(L) 1 F2:

Uit = Pillit—1 + Eit (18)

B er = (e1r, - ene) HIERNF T ZR R X 09 N QEESSAARENAR. T Z5HE S = (o))
WEXHRTCREAEN 0 =1,i=1,---, N, HATEAEBRE HICZ SRR, SR T AR EN 015 =
0.8 fl 0i; = 0.3, i # j. KT HEBEARIFERBARN, BIOFEHET o5 = 006 # j) BHHTES
R AREVERE o TR THRIER 0.3, FERIBRK T RS U[0.2, 0.4] BEHLAK.

MR T, ZREAIHRAEGREA THR%RKF (Finite sample size) B, & a; =1,i=1,---,N. 24
TER IR T HERI S (Test power) B, oy HI¥EIZMIT U[0.85,0.99] BEHLAERL.

MRIBPFELRALER, BRNEITH NIV AR ETEA PR A TR R 4

T
F(gi,-1) = Z?Zt—leici|y;"1|7ﬁ:':fjci = 2N VAT1/2571 0 2 — Z (Ay)? (19)
=1

R 1R 2 4RI T GNIV REBEAREA TWREKTAREE ., UL Sy mkH i, P&
HIK 4 BEBCA 0.01, 0.05 AT 0.10.

R 1 RBEAKF (—EREEBEEXIRE, p =03,0i=1)

N T=50 T=100
1% 5% 10% 1% 5% 10%
o;; = 0.8
5 SN 0.010 0.057 0.107 0.021 0.060 0.108
SN 0.040 0.158 0.217 0.055 0.181 0.233
15 SN 0.014 0.056 0.088 0.020 0.054 0.098
SN 0.182 0.290 0.341 0.178 0.292 0.344
95 SN 0.009 0.035 0.064 0.014 0.057 0.096
SN 0.256 0.371 0.402 0.250 0.355 0.392
oi; = 0.3
5 SN 0.014 0.064 0.117 0.019 0.070 0.134
SN 0.010 0.066 0.111 0.011 0.070 0.117
15 SN 0.015 0.054 0.092 0.014 0.068 0.112
SN 0.012 0.077 0.122 0.011 0.080 0.120
95 SN 0.008 0.036 0.072 0.019 0.060 0.107
SN 0.018 0.095 0.145 0.023 0.095 0.140
oij =0
5 SN 0.016 0.066 0.115 0.019 0.068 0.112
SN 0.018 0.055 0.094 0.016 0.056 0.089
15 SN 0.016 0.056 0.100 0.017 0.076 0.133
SN 0.013 0.047 0.089 0.012 0.048 0.095
95 SN 0.013 0.036 0.060 0.015 0.056 0.100

SN 0.010 0.038 0.078 0.010 0.038 0.073
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% 2 RRE (—REEEENRE, p ~ U[02,04], a; ~ U[0.85,0.99])

T=50 T=100
N 1% 5% 10% 1% 5% 10%
Oi5 = 0.8
5 SN 0.433 0.692 0.783 0.833 0.925 0.953
SN 0.531 0.704 0.785 0.857 0.943 0.962
15 SN 0.822 0.894 0.925 0.983 0.993 0.998
SN 0.807 0.866 0.894 0.973 0.990 0.992
25 SN 0.817 0.888 0.911 0.995 1 1
SN 0.833 0.886 0.910 0.987 0.995 0.996
oij = 0.3
5 SN 0.599 0.825 0.898 0.940 0.984 0.992
SN 0.566 0.780 0.875 0.926 0.981 0.990
15 SN 0.958 0.989 0.994 0.999 1 1
SN 0.943 0.978 0.988 0.999 1 1
25 SN 0.951 0.977 0.987 1 1 1
S~ 0.977 0.992 0.996 1 1 1
Oi5 = 0
5 SN 0.620 0.827 0.906 0.958 0.994 0.997
SN 0.560 0.797 0.898 0.941 0.987 0.994
15 SN 0.963 0.988 0.997 1 1 1
SN 0.977 0.998 1 1 1 1
95 SN 0.959 0.981 0.985 1 1 1
SN 0.999 1 1 1 1 1

4.2 ETHERFMOBIEERITIE

ERF AR BT A S T RESR A S — LR R RENA, O T %% GNIV KB 7EX f ol TR, BAMA
4 Pesaran WRUEA M 12, A A BUE AHOCHY SR . BRI (1) A2 RRERFEE {vie}, A, {ua}
BB A T A

Uit = VoSt + Sit

Sit = PiSi,t—1 + €4t

(20)
(21)

Hr v ~ U[-1,3], fi ~ iidN(0,1) R FEEE MR ILRF K, e ~ iidN(0,07), 0; ~ U[0.5,1.5]. TE
JFMRIE P HEERBIKTR, 0 = a =1, p; IERH 0.3, TELIRRE THERE N, o; ~ 1idU[0.85,0.95],
pi ~U[0.2,0.4]. & 3 MK 4 HIEHT GNIV KRAEA RFEA T R BRI SRS, DY Sy Kgf
Pesaran ] CIPS R4 Hde, @& MK RIEERCA 0.01, 0.05 #1 0.10.

x® 3 RBKF ETHERRHBEEEXIZE,
pPi = 0.3, o = 1)

x4 BRPE ETHEERHEEEX,
pi ~ U[0.2,0.4]; a; ~ U[0.85,0.99])

T =50 T =100 T =50 T =100
N 1% 5% 10% 1% 5% 10% N 1% 5% 10% 1% 5%  10%
Sy 0.021 0.067 0.113 0.010 0.069 0.117 Sy 0913 0972 0.988 1 1 1
10 Sy 0.007 0.048 0.090 0.000 0.037 0.073 10 Sy 0.895 0.967 0.987 0.998 1 1
CIPS 0.003 0.039 0.087 0.025 0.083 0.147 CIPS 0.041 0.184 0.298 0.548 0.796 0.891
Sy 0.017 0.064 0.095 0.025 0.076 0.114 Sy 0965 0.989 0.995 1 1 1
15 Sy 0.017 0.043 0.082 0.005 0.043 0.074 15 Sy 0974 0995 0.998 1 1 1
CIPS 0.013 0.040 0.083 0.033 0.084 0.125 CIPS 0.060 0.201 0.307 0.734 0.907 0.954
Sy 0.016 0.049 0.087 0.019 0.066 0.131 Sy 0978 0.0096 0.998 1 1 1
20 Sy 0.006 0.049 0.092 0.006 0.031 0.062 20 Sy 0.993 1 1 1 1 1
CIPS 0.001 0.013 0.062 0.024 0.068 0.105 CIPS 0.048 0.168 0.276 0.789 0.916 0.964
Sy 0.008 0.019 0.033 0.010 0.044 0.076 Sy 0961 0.985 0.990 1 1 1
30 Sy 0.007 0.036 0.070 0.003 0.072 0.056 30  Sn 1 1 1 1 1 1
CIPS 0.001 0.015 0.030 0.016 0.047 0.092 CIPS 0.034 0.149 0.279 0.845 0.943 0.980
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4.3 {FR&RSH

TR EERAER, TTURRII TR O—RMEBIEAAEE T, 11 GNIV KR4
BHASCEE T EA RIFHARFEAER, 25 RAMRBIE TAELMER AR BRI A B KT T
Chang ) Sy fe4eWEA BBt ih, FFEBE AR (WFESEREL 0.8), MM WA E. GNIV
BRESFRERE THRAEENKRES, JFEE N M T fHRTES. ©. HTILFFRAEE R
BIET, =Fiids (GNIV, CIPS, Sy) ¥ EAHIFHARMEAMED, S5 BARBE T rTHAAMER AR g
UEXTRHY K. UETE T = 50, N = 30 Bf, GNIV fa5afl CIPS #ads BA Wl WAy Al 74 Fike
ARHBLT, GNIV Ml Sy iR EaZmT CIPS fak.

Bz, EERER, GNIV RESFREHEHHRA RIFRA, S AR T MM E A

&t

ASCHE Chang HyEERY b, BRI EIAA Chang B NIV flit45G 8K, #at BUEAY 77 2250 TH bRk i
BAICZ (B AHDNE, 3 NIV Al 45 2R A A PR S50 A0 W A& BT AR ¢ FU3R, A e g B pir
AT GNIV k. (FESEREE R IR, RAVTRGLAH GNIV R IJCIRTEBHE T WA, 5/, B2
PRAHRIEIE T, TR BIE— RS EEXT, BREE TR R ERAT, HEARFNE
FRAEEAVE R SRR 3, BIRAT Chang By Sy fadfll Pesaran ) CIPS fak. FrlAud, Joig &t il
AHIE S BE AR LRSI S, GNIV Rf g it E B A Tl

Fff3%: fpRE 1 BYIEEH

EH Ayit1,-- Ayir—p B FRHT, N (6) FIHL Ayr, oy, -, Ay, WEGETFRE. BR Fyf_)
SEHFEFIRRAY, Y% Chang, Park Al Phillips® @@ 5(e)—— FUd Fry vl B 5 TR B 9 T 2 A&
W IEACH, BITTA

T
T—3/4 Z F(y; 1)Ay;,p, —p0, E=1,---,p

=1
BJI:

T
D F(i 1) X[ = 0, (T%) (A1)
t=1

VAR, X0 p BRI AR, ARYE Chang A S 2

T A / -1
ZF(thfl)X; (Z X;Xi*t> ZX'Ltht

t=1 t=1

Z F yz t— 1 <Z XltX:;f ) ztht
= Op(T3/4)Op(T )OP(TI/Q) = O;D(Tl/4) (A2)
A
T -l

Z yzt ) (Zthth> ZX;tF(th—l)
t=1

t=1

ZX;F(yzt—l)

t=1

Z F(yly) (Z thXlt>

= 0p(T**)0,(T~1)0p(T%) = 0,(T/?) (A3)
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X
Ai = F(y;_y)'el — Flyi o)/ XH (X X)) 71X e,
Bi=F(y; )y = Flyi ) X7 (X7 X)) 7 Xy
Ci = Ply; 1) Flyi 1) = Flyi o) X7 (X7 X)X Fy; )
HT (A2) I (A3), ATH:
T
T =T Z F(yi11)ei +op(1) (A4)
t=1
T
T7V2C; =Ty F(y;,-1)* + 0p(1) (A5)
t=1

H (7) # & Wt R FRR N
T
B;'A; T t; F(y1)eh
tai = (B;ZOi)l/Q =

= — +o,(1) (A6)
(T2 3 Py )2

Hi$E Chang, Park Ml Phillips!® #av 5(c), 153:

T o 1/2
TS R )% —a (L0 [ Frtas) BO) (A7)
t=1 —o0
¥ Chang, Park Al Phillips f 5(i), 52
T o0
T2 N Fyl, 1) —a Li(1,0) / F(mi(1)s)ds, (A8)
t=1 —0o0

Hoft Lilt, s) = lim & o H{IF(r) = 5| < d}dr, m(1) = W)™, W BRI (2), BO) For Az
3. R (A7) A1 (A8) IZEIRARA (A6), MIA:
1/2
(Li(l,()) I F(m(l)s)st) By
(La(r.0) S, F(m(l)s)2ds)1/ ’

IR, XEF 0 £ j, % T — o0, cor(el, 1) —p 0, U cor(yly,yly) —p 0, BT cor(tay,ta,) —p 0. K 51 T
SRR 5 ORI T Bt HOmE 1 R

oy = B(1) (A9)
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